The present paper provides first microlevel (indirect) empirical evidence on changes in the determinants of firm profitability, the role of fixed and sunk costs, as well as the nature of competition for a transition economy. We estimate size thresholds required to support different numbers of firms for four retail and professional service industries in a large number of geographic markets in Slovakia. The three time periods in the analysis (1995, 2001 and 2010) characterize different stages of the transition process. Specific emphasis is given to spatial spill-over effects between local markets. Estimation results obtained from a spatial ordered probit model suggest that entry barriers have declined considerably (except for restaurants) and the intensity of competition has increased. We further find that demand spill-overs and/or the effects associated with a positive correlation in unobservable explanatory variables seem to outweigh negative spill-over effects caused by competitive forces between neighboring cities and villages. The importance of these spatial spill-over effects differs across industries.
Introduction and Literature Review
Entry of new firms and exit of others is an essential element of competition in a market economy. Investigating this issue in transition economies is especially interesting since "transition economies make a particularly good laboratory for understanding the dynamics of market evolution" (Estrin (2002), p.101) . By studying the relationship between market structure (entry, exit and the number of firms in a market) and market size (population) for different regional markets, economists can gain insight into the determinants of firm profitability, the role of fixed and sunk costs, as well as the nature of competition. If competition is increasing in the number of firms, market size has to increase disproportionately to support additional firms.
1 Estimating entry thresholds from the relationship between the number of firms and an exogenous profit shifter (such as population) provides evidence on the toughness of competition (defined as the rate at which the post-entry equilibrium markup falls with the addition of competitors) for a product or industry. The attractiveness of this approach rests in the fact that it can be applied with modest data requirements. The relative degree of competition can be assessed on the basis of information on the number of firms, population size and other market demographics for a cross-section of local markets.
This entry threshold approach, pioneered by Reiss (1990), Bresnahan and Reiss (1991) and Berry (1992) , has been modified and extended in a number of ways.
The effects of product differentiation are investigated in Mazzeo (2002) , Davis (2006) , and Schaumans and Verboven (2015) . Mazzeo (2002) and Davis (2006) use direct measures of oligopolists' product characteristics and prices to measure the effects of product differentiation on competition and markups in local motel (Mazzeo) and cinema (Davis) markets.
Product differentiation substantially lessens competition in these industries. Effects of product differentiation and firm heterogeneity are investigated in Schaumans and Verboven (2015) for different local service sectors in Belgium. The authors argue that entry typically leads to a market expansion effect which implies that traditional entry thresholds may underestimate the competition effects from entry. Related work by Berry and Waldfogel (2010) focuses on vertical product differentiation and investigates whether larger markets offer better products. In the case of restaurants, they find that the number of high-quality products increases in market size; for newspapers the authors argue that average product quality increases as markets grow without an increase in variety. Campbell and Hopenhayn (2005) consider differences in firm size (in addition to differences in the number of firms). They find that establishments are larger in larger cities, ceteris paribus. Carree and Dejardin (2007) differentiate explicitly between entry and exit of firms. The importance of imperfect information is investigated in Grieco (2014) who examines the effects of supercenters on rural grocery markets. Based upon the work of Abbring and Campbell (2010) , Collard-Wexler (2014) estimates dynamic ordered probit models which allow the author to compute entry and exit thresholds separately. Using data for the ready-mix concrete market, the author investigates the evolution of market structure following an exogenous shock (a merger to monopoly) in a local market. The author's finding, that it takes between nine and ten years for a new firm to enter the market following the merger, suggests that the dynamics of market evolution can be quite low in sectors with significant entry barriers; data for a long time horizon are required to observe changes in market structure and firm conduct empirically.
The present paper extends the entry threshold approach in two dimensions: (a) we provide first empirical evidence on (changes of) market conduct and competition in a transition economy and (b) we devote specific attention to potential spill-over effects between regional markets and the spatial dimension of competition.
While the existing empirical literature exclusively focuses on market structure and competition in developed market economies, similar microlevel studies for transition economies are lacking.
2 The structure of a planned economy as well as the behavior of firms (or produc-tion units) in this environment differs from the structure and conduct of firms in a market economy in many dimensions. During the communist regime, firms were not independent decision-making units and were not responsible for sales or pricing. Competitive rivalry was weak or nonexistent and entry of new firms as well as bankruptcy and exit of existing ones was effectively impossible (Estrin (2002) ). Compared to market economies, firms were very large and market structure highly concentrated. With the collapse of communism, these countries experienced a fundamental change in their economic and institutional environment. Stateowned enterprises were broken up and privatized and a large number of new (mostly small) firms were founded. This process of entry of new firms and the re-structuring of existing ones was instrumental in creating a market structure which is conducive to competition between independent rivals. Given the very specific structure of a centrally planned economy as well as the significant economic and institutional changes during the process of transition, an empirical analysis for individual industries can provide novel insights into the evolution of market structure and firm conduct in a transition economy.
An explicit consideration of the spatial dimension of competition constitutes the second novel contribution of the present empirical analysis. For many product markets, consumers face transportation (time) costs when switching between different suppliers. The entrythreshold approach assumes that transportation costs between different regional submarkets are prohibitively high so that individual markets are fully isolated. The equilibrium in one market must be independent -in terms of demand and competition -of other markets. While this might be a plausible assumption in some sparsely populated (rural) regions, 3 the high focusing on industry dynamics within individual industries. Avdasheva et al. (2007) summarize the broader Industrial Organization literature on competition in transition economies with a specific focus on empirical studies for Russia. 3 Bresnahan and Reiss (1991) , for example, identify towns or small cities in the continental United States that are at least 20 miles from the nearest town of 1,000 people or more to estimate their econometric models. Similar procedures for identifying isolated markets are used in Collard-Wexler (2014) , who uses a 20 mile threshold and merges towns which are very close to each other (so-called "twins"). Zang and Scott (2016) use a comparable approach to identify isolated markets for medical services, whereby they exclude all metropolitan service areas which are with-in 50 miles of another MSA, all small counties (with population below 50 000) and all counties which are less than 15 miles from another large county or less than 50 miles from an MSA. However, using a distance-based exclusion policy is not feasible in more densely populated markets, which has lead some authors to focus on size rather than isolation. To mitigate problems with population density in many European countries raises doubts concerning the assumption of perfectly isolated regional markets. Although the "isolated markets" approach has generated a number of important applications, the extrapolation of the estimation results obtained from a sample of rural markets to urban areas is not possible. Aguirregabiria and Suzuki (2015) conclude: "Focusing on rural areas makes the approach impractical for many interesting retail industries that are predominantly urban" (p. 26). The importance of demand and competition spill-over effects between regions will not be identical over time and/or for all occupations: the process of transition was accompanied by significant investments in infrastructure as well as an increased mobility of consumers (due to an increase in income), 4 which should have strengthened the spill-over effects between individual regions for some industries.
In the present analysis, we aim at extending the concept of "entry thresholds" to a spatial context. We apply this approach to four professional service industries in a large number of geographic markets in Slovakia. The results from the estimation of a spatial orderedprobit model for three years (1995, 2001, and 2010) provide evidence on the transformation of market structure and firm conduct during different stages of transition from a centrally planned towards a market economy.
The paper is organized as follows. Section 2 briefly highlights relevant changes in the economic environment in Slovakia during the transition period. Section 3 presents the econometric specification. Section 4 discusses the empirical results and Section 5 summarizes and proposes possible extensions.
overlapping markets in European countries, Carree and Dejardin (2007) use data for nonurban areas (all 455 Belgian municipalities whose local population is less than 20,000 inhabitants). Similarly, Schaumans and Verboven (2008) and Schaumans and Verboven (2015) retain only local markets with a population density below 800 inhabitants per square kilometer and a market size below 15,000 inhabitants. 4 Note that investment in road infrastructure in 2001 (2010) was 2.79 (5.45) times higher than in 1995 (OECD (2013b)). The beginning of transformation process was characterized by low capital and labor mobility at intra-and inter-regional level (Morvay (2005) ). The number of vehicles in Slovakia increased from 1.65 million in 1995 to 2.34 million in 2010. Besides, the number of passenger cars increased from 1. 
Transition in Slovakia and Market Description
Slovakia, a small open economy, started its transition as a part of the Czechoslovak Federation. As all countries in transition, Czechoslovakia experienced a deep transition recession in the early 1990s, during which output dropped significantly. The Slovak economy was hit much harder than its Czech counterpart (output dropped by more than 20% and unemployment rates exceeded 10%), as its industrialization during the communist period made it more dependent on markets in the Soviet Union and its Central and Eastern European satellites (Beblavý (2010) ). However, Slovakia recovered quickly from the initial output collapse. Following its peaceful "Velvet Divorce" Slovakia gained independence from Czechoslovakia on 1 January 1993. Economic reforms slowed in 1994-98 but then regained momentum under a reform-oriented coalition government which restructured enterprises and banks and initiated large-scale privatizations of state-owned enterprises. These economic changes paved the way The mid 1990s characterize the early phase of transition. Some first reforms to establish more efficient markets were already introduced at this time; the liberalization of prices and foreign trade started in 1991. 1995 was the third year of an independent Slovak economy and the second year of growth after the transition depression. The economic environment was strongly influenced by a search for a specific "Slovak way" of transition (Marcinčin (2002) ).
Policy makers refused to continue with the harsh reforms initiated when Slovakia was still part of the Czechoslovak Federation (1990 Federation ( -1992 . The so-called "Slovak way" of transition was characterized by a slowdown of reform measures, mistrust towards foreign investors, opaque privatization measures (as exemplified by "sale to pre-selected owners" procedures), exertion of political influence on investment flows and a revival of state paternalism and interventionism. In this period, the ownership structure of enterprises was highly fragmented (an outcome of mass privatization) and foreign strategic investors were absent. This period ended with the parliamentary elections held at the end of 1998 when a new government was formed.
The early 2000s was a period during which many corrections of the early transformation process were implemented. Macroeconomic stabilization was achieved and the economy was gradually directed towards EU integration. The new government focused on strengthening competitiveness and initiated the transformation process in sectors that had been protected during the previous regime (Morvay (2005) ). More specifically, the following measures were implemented: the banking sector was restructured which eased financial flows and at the same time weakened political influence on the allocation of credit; institutions and procedures of regulatory interventions were changed (regulatory bodies independent from direct political influence were established); privatization mostly took place via international tenders; and the economy opened more significantly to foreign investors, which lead to increased foreign investment inflows.
In the third stage of the transformation process, the Slovak economy is well integrated into the EU (since becoming a member in 2004) and in many important dimensions compares well to Western European economies. After the 2009 economic recession, the economy in 2010 was growing rapidly again (OECD (2012) ). Economic growth in this period was distinctively mono-structural (dependent on strong expansion in a small number of branches in the manufacturing industry, especially in the manufacture of passenger vehicles). Growth in these sectors was ensured by the reorientation of export, while domestic demand remained weak. The entry in the EU suggests that the economy has already reached a certain level of commensurability with the economic environment in the more developed economies of the EU even if income levels are still lagging behind significantly (Bartosvá andŽelinský (2013) ).
After the transformation recession, gross income, measured by gross domestic product (GDP) per capita, increased rapidly, especially in the second half of the transition period. While GDP per capita was less then 48 % of EU-27 in 1995, it reached 52 % in 2001 and grew to more than 72 % in 2010 (Beblavý (2010) , Sikulova (2014) ).
While the macroeconomic process of transition has been well documented (Beblavý (2010) ), there is limited information regarding the microeconomic forces behind this process. Melikhova et al. (2013) point to service industries as an important driver of economic growth.
The present empirical analysis aims at investigating changes in entry behavior and competitive conduct in four service industries during the transition period.
Data and Empirical Framework

Data and Descriptive Evidence
The empirical analysis is conducted for four occupations (automobile dealers, electricians, plumbers and restaurants) in 2800 to 2900 regional submarkets in Slovakia for three time periods (1995, 2001, and 2010) . The occupations chosen are dominated by small and independent sellers and are similar to those analyzed in previous empirical studies. 5 Data on population as well 5 The main results in this paper are based on the full sample of towns from "Urban and Municipal Statistics". The larger cities (such as Bratislava and Kosice) are divided into a number of submarkets. Unfortunately, the exact location of each individual firm within the market is not available. Our empirical model thus follows previous research and assumes that the location of a firm within a market does not have any implications on its profits or on the degree of competition with other firms. The different number of regional submarkets identified for the three time periods is due to the "de-integration" of several municipalities into separate units over time. The villageŽitavany, for instance, was established in 2002 by splitting the town Zlaté Moravce into two separate units. A detailed description of these changes can be found in MISR (2013) and SOSR (2014) .
as demographic characteristics of the regional markets are obtained from the "Urban and Municipal Statistics". The population of cities and villages is highly skewed, ranging from 12 to 111800, with an average of 1879 in 2010 (at the end of our observation period).
We control for several market characteristics such as wages, unemployment rates and the share of young and senior population. Data on wages and unemployment rates are taken from the "Regional Statistics Database". Unfortunately, we only observe these variables at the district level (for 79 districts). The share of population aged below 15 years and above 60 years for each market is obtained from the "Urban and Municipal Statistics". We supplement the dataset with information on the distances between cities and villages in order to capture the spatial distribution of occupations. Descriptive statistics for all variables are reported in the Appendix.
Tables 1 shows the number of regional markets with a given number of firms. Following previous research, we pool all markets with more than seven firms into one category since the number of observations for larger market sizes is insufficient to accurately identify entry effects for 8 or more competitors. To illustrate changes in market structure over time, Table 2 shows the transition probabilities of the number of firms over the time period (1995 to 2010). All four markets are fairly dynamic. The transition probabilities for automobile dealers show, for instance, that a duopoly market in 1995 has a 12 % probability of being a monopoly market, an 11 % Note: The size of each observation is determined by the population quantile in which it falls. Towns with a high population have been enlarged. probability of having no supplier, and a 54 % probability of having two or more firms 15 years later.
The large share of local markets with no incumbent highlights the importance of explicitly accounting for spatial spill-over effects as inhabitants from these markets are forced to employ the services of firms from neighboring administrative units. The existence of these markets will thus contribute positively to the profitability of firms located in the neighborhood.
The importance of the spatial dimension in investigating market structure is further emphasized by the strong clustering of economic activities in space. Figure 1 shows the results of a Getis-Ord analysis in the market for electricians in Slovakia in 2010.
6 Urban areas appear to attract firms in neighboring administrative units, with small villages in the vicinity of Bratislava and Kosice, for instance, experiencing above average numbers of firms.
The opposite situation can be observed in the low-income and structurally disadvantaged regions in East Slovakia where cities and villages are experiencing below average service provision.
6 Similar results are obtained for the other occupations and time periods.
The Moran's I statistics 7 reported in Table 3 show that there is significant spatial correlation in the number of firms (as well as in the market characteristics). This clearly suggests that observations for the different cities and villages are not independent and that the spatial dimension needs to be taken into account explicitly in the econometric model.
Empirical analysis
The empirical framework closely follows Schaumans and Verboven (2015) and represents a simplified version of the pioneering work on the effects of entry and exit by Bresnahan and Reiss (1991) . In modeling the market for retail and professional services, we assume that firms are identical: per-firm profits on a market with N firms are
v(N ) are variable per-firm per-consumer profits, S is market size measured by the number of consumers and f is the fixed cost of production.
Since per-capita variable profits and fixed costs are unobserved, it is not possible to analyze the effects of the number of competitors (N ) on variable profits v(N ) directly. However, from observing a specific number of firms in a market of size S, we can infer that the N incumbents break even, whereas the N + 1 st potential entrant does not:
The log-ratio of variable profits over fixed costs (ln
) is characterized by a vector of observable market characteristics (X), firm fixed effects (θ N ), as well as an unobservable 7 Moran's I (Moran (1950) ) is an extension of the Pearson correlation statistic. For a given variable x it is calculated using the following formula:
where w ij is an element of the row-standardized spatial weights matrix W , which will be described in more detail in the following section.
error term (ε).
The entry condition in Equation (1) then yields the following entry rule:
The parameters β can be estimated from an ordered probit model where θ N and θ N +1 are the "cut-points" measuring the change in the variable profits to fixed costs ratio (in log form).
Large differences between consecutive cut-points (θ N − θ N −1 ) imply that the N th entrant has a significant influence on the competitive conduct of the incumbent firms, leading to lower mark-ups.
In estimating an ordered probit model for the number of firms in regional submarkets, the existing literature assumes zero correlation in the outcomes of neighboring units. The high population density of Central European countries, coupled with increasing mobility of consumers and trade between regional submarkets, however, cast doubts upon the assumption of perfectly isolated regional markets. A model which ignores the presence of spatial correlation in market structure and market characteristics is likely to provide biased estimates for entry barriers and competitive effects. 
In the above equation W is a row-standardized spatial weights matrix with elements (prior to standardization) equal to w ij = 1/dist 2 ij , where dist ij is the distance between regions i and j.
9
The latent profitability measure (y * ) is assumed to follow a truncated multivariate normal distribution:
In this spatial-lag model, the parameter ρ captures the effects of competition (via the truncation of the sampling distribution) and demand spill-overs (via changes in the mean of the distribution). Parameters are estimated using a Bayesian MCMC procedure from the R package spatialprobit described in more detail in Wilhelm and de Matos (2013) . The method relies on data augmentation. With-in the estimation process values are generated for the unobserved profitability (y * ) based on the observed number of firms (y) via Gibbs sampling. The remaining parameters are then calculated conditional on the predicted values of the latent variable 10 .
9 We set w ij = 0 if the distance between regions exceeds 30 kilometers. In choosing a cut-off value of 30 kilometers, we follow Bresnahan and Reiss (1991) who argue that towns are isolated if there are no competitors with-in a 20 mile radius. Estimation experiments show that our results are not significantly affected by changes in the cut-off value.
10 The prior for β is normal with mean 0 and variance T = I K 10 12 , where K is the number of regressors. For the thresholds, we impose that θ N should lie between θ N −1 and θ N +1 in order to ensure ordering but remain agnostic about the actual relationship using a uniform prior θ N ∼ U (θ N −1 , θ N +1 ). For the spatial correlation parameter we again choose an uninformative prior, using a beta (1,1) distribution to assign equal
The estimation of the model outlined in Equation (3) allows us to compute entry barriers and to investigate whether these have changed in the transition process. In particular, we are interested in the (changes in the) minimum market-size (population) necessary for the first firm to break-even (monopoly entry threshold S 1 ):
whereX represents the mean value of X andθ 1 ,β andρ are the parameter estimates from the model. A significant decline in S 1 between two time periods is indicative of a decrease in entry barriers.
To analyze firm competitive behavior and investigate changes during the transition, we follow Bresnahan and Reiss (1991) and compute entry thresholds (s N ) and entry threshold ratios (ET R N ):
where N m represents the upper limit of the number of firms in a market.
11
While the existence of significant spatial spill-over effects (ρ = 0) causes entry thresholds values calculated from non-spatial estimation models to be biased, entry threshold ratios will not be affected as long as the parameter estimates for the "cut-points" (θ N and θ N +1 ) from the ordered probit model are unbiased. 11 The ordered probit model restricts the number of categories. We follow previous studies and set n m = 7 . The loss of information is unlikely to be significant as the incremental change in the perceived competitive environment is likely to be small on a market with 7 vs. 8 firms and cities and villages with more than 10 competitors are likely to consist of sub-markets. 
Entry barriers
Based on the parameter estimates of the spatial ordered probit model, the entry thresholds (s N ) for the different industries are calculated. The results are summarized in Table 6 .
12 The estimated monopoly entry threshold population suggests that entry barriers for three retail professions (automobile dealers, electricians and plumbers) were lowered significantly in the 15 years of transition. to break even decreased by 11 % (39%) for automobile dealers, 58 % (45%) for plumbers and 38% (68%) for electricians. It is important to note that this change was driven not only by direct policy decisions aimed at the firms but also by an increase in the real income level in Slovakia.
Note, however, that the transition towards a market economy followed a different path for restaurants. In this industry entry thresholds didn't change significantly during our observation period. The slight decrease in market coverage and the increase in the geographic concentration of restaurants in towns could be explained by decreased employment in the country-side and high employment and income growth in towns. Besides, a lot of universal and traditional village restaurants were closed down in the country-side while restaurants with more differentiated products were established in towns.
In our paper, we control for employment (unemployment) and income, but at district level only. In a sense, we use an aggregated proxy for unemployment and income in all towns and villages within the district. This may partially explain why we do not capture the effects described above in our estimation.
Furthermore, the share of household expenditures on restaurants decreased from 7 % in 2001 to 5 % in 2010, which may have mitigated the effect of growing income over this period and could have contributed to the relatively constant break-even population. On the other hand, the share of expenditures on maintenance and repair of dwellings (important for plumbers and electricians) increased from 1.9 % to 3 % in 2010. As such, the increase in the real income level in Slovakia could have had stronger impact on electricians and plumbers than on restaurants because they supply repair services to other firms and entrepreneurs and not only to population (households). While the real income measured by GDP per capita increased rapidly between 2001 and 2010, it was driven mainly by the growth in gross profits and to much lower extend by the growth of real wages. Therefore we can guess that the growth in demand was higher for electricians and plumbers than for restaurants.
We conclude that institutional changes and policy reforms implemented between 1995 and 2010 for most markets analyzed resulted in a substantial reduction of entry barriers, facilitating firm entry in markets where no incumbents were previously present. Very little change in entry costs occurred in the restaurant market.
Competitive effects
Changes in competitive pressure due to entry are measured by the ordered probit parameters θ N . Based on these values we calculate entry threshold ratios (s 7 /s N ) for all occupations. Table 7 reports these values for the four industries in our sample; the evolution over time is illustrated in Figure 2 .
The results indicate that there are sizable differences in the mark-ups of firms who hold a monopoly position and those faced with competition. Our estimates show that the entry threshold on a market with 7 competitors is significantly higher than the population necessary for a monopolist to cover his costs. The estimated threshold ratio (s 7 /s 1 ) ranges between 1.84 and 3.75 and is significantly different from 1 for all periods and professions 13 .
For most occupations and time periods, the largest effect on competition occurred with the entry of the second and third firm. While the entry threshold ratios remain significantly different from 1 for the next 3 entrants, their absolute value is much closer to unity, indicating that mark-ups were close to the competitive benchmark. These results are consistent with findings from previous empirical studies (Bresnahan and Reiss (1991) , Schaumans and Verboven (2015)).
The most substantial change can be observed in the automobile dealer and plumber mar- Restaurants trend can be observed in the market for electric services; large standard errors do not allow making conclusive statements regarding the change in competitive conduct in this market.
Only minor changes are observed in the restaurant industry where ETRs decreased significantly between 1995 and 2001 but remained relatively constant in the subsequent period; we observe the smallest decrease in ETRs in absolute terms in this market.
In the case of restaurants, it is also important to note that entry in this market does not necessarily lead to more competition for potential customers. As argued in Bresnahan and Reiss (1991) and shown in more detail in Schaumans and Verboven (2015) , entry might also increase product variety and thereby have a positive effect on consumers' willingness to pay.
This countervailing effect of entry reduces entry threshold ratios (since it decreases effective competitive pressure). We would expect this "variety effect" of entry to become stronger with the increase in real income between 1995 and 2010. This may explain why hardly any change in entry threshold ratios is observed in the restaurant industry.
Spatial spill-overs
The parameter ρ measures the influence of the spatially weighted (unobserved) measure of neighborhood profitability (W y * ) on the (unobserved) measure of profitability in the local market (y * ). The theoretical impact of these spill-overs on the number of firms in a local market is inherently ambiguous. At least three different effects can be relevant.
First, spill-over effects can be attributed to demand linkages 14 between neighboring markets. Firms not only benefit from an increase in local population (local demand) but also gain from a large population in neighboring markets. Note that 58% of the markets in our sample had no automobile dealer in 2001, for plumbers this number goes up to 70% and for electricians it reaches 77%. Inhabitants in these cities and villages will patronize firms in other (neighboring) cities; these neighboring markets will thus benefit from positive demand spill-overs.
While demand spill-over effects (to some extent) are taken into account in the existing empirical literature by including measures of the population in neighboring regions, countervailing spill-over effects due to competitive forces typically are ignored. The above numbers suggest that not all goods are produced locally but that some are imported from neighboring markets. Firms in a local market thus are exposed to competitive pressure from firms in neighboring markets, which counteracts the aforementioned demand spill-over effects (and implies a negative parameter value for ρ).
Finally, a non-zero value for ρ could be the result of unobserved differences in entry barriers across regions. Note that the pace of transition has not been the same in all parts of Slovakia and structural change and economic development are unevenly balanced between regions. While western regions of Slovakia are in closer proximity to EU markets and have a much better network of good roads and motorways, the poorer eastern regions border similar 14 While theoretically it would be possible to isolate demand linkages by estimating an SDM model, where the spatially lagged population is one of the explanatory variables, the strong correlation between population and the number of firms makes it difficult to separate W y * from W lnS. This collinearity results in counterintuitive results which point to a negative effect of neighborhood population and a positive effect from the lagged number of firms. The issue of collinearity is also aggravated by the fact that some control variables are available at district level leading to a close connection between X and W X. 15 Schaumans and Verboven (2008) study the strategic complementarity of entry into related industries (pharmacies and physicians) in more detail. In their model, the marginal profits from entering in the pharmacy market increase when a physician decides to enter in the same regional market. They find empirical evidence for 847 local markets (defined at the town level) in 2001 in Belgium that entry into one profession sector being spatially clustered and closely related to accession into the EU, one can see that the importance of proximity to profitable neighboring markets rose for electricians in 2010.
While this effect is unlikely to be significant for retail automobile dealers and plumbers, it could very well be the case that the demand for electricians is higher in areas where large production capacities are present and hence generate spatial clustering.
The spatial spill-overs also appear to be increasing in the restaurant industry. The number of sellers in this category did not increase significantly in our observation period, as new entry was generally offset by exits of existing firms. As noted by Berry and Waldfogel (2010) , this industry has a number of specifics not shared by other occupations. While positive spatial spill-over effects were relatively small in the first two observation periods, they increased substantially in 2010. This can be attributed, on the one hand, to improvements in infrastructure and a reduction in costs of visiting more distant restaurants. On the other hand, it is important to note that the size of the relevant geographical market might differ with respect to quality of the restaurant. Berry and Waldfogel (2010) suggest that "(l)imited service restaurants have a neighborhood as their geographic market while the market area for fancier restaurants is probably closer to the entire metropolitan area" (p.10). The observed increase in income levels might have led to a higher willingness to pay for variety and quality could thus explain why the relevant geographical market has expanded for restaurants.
As a final illustration of the importance of spatial spill-over effects, we estimate by how much the local break-even population changes when the average population in the neighborhood increases. The results are summarized in Figure 3 . We find the expected negative relationship in all cases (having a large number of consumers close-by means that the sellers don't need to rely solely on local population). This effect is non-linear and hence depends on the point of the population distribution we choose to draw from. Looking at the market has a positive effect on the profitability of entry into the other profession, suggesting that the entry decisions by firms of different professions are strategic complements. Monopoly break−even population
Note: While there are towns with a population above 4000 individuals, these have been removed for the graph in order to improve readability (furthermore, the marginal effect of consumers wanes as population grows).
for electricians, for example, if the neighboring town has a population equal to the median of the population distribution, then a single consumer in the local market can be substituted by 16 consumers in the neighborhood, suggesting that at the median local firms expect to gain 6% of the profitability of the neighboring markets. This smaller weight of neighborhood population can be attributed both to transportation costs (which may be carried by the firm or the consumers). The decrease in the marginal effect of consumers is inherent in the model and not a result of the estimation results. However, one could argue that the lack of linearity in this case is desirable, as small-town sellers are not likely to be able to attract all consumers from large urban markets.
All in all, we find evidence for the presence of spatial interaction in entry decisions.
Furthermore, this process appears to change during the transition process. The direction of these changes depends strongly on product characteristics.
Summary and Extensions
The present paper provides first (indirect) empirical evidence on the effects of entry on market conduct for a transition economy. We use the framework pioneered by Bresnahan and Reiss (1991) Consistent with these observations, our results indicate that the effect of entry on market conduct has changed over time. While entry threshold ratios tend to be larger than one and decline with the number of firms in most professions in 1995, the estimation results obtained for 2010 suggest entry threshold ratios much closer to one. This finding is indicative of a significant decline in entry barriers.
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The second novel contribution of the present paper concerns the explicit analysis of spatial spill-over effects in the entry-threshold approach. These effects should be particularly important in densely populated markets (such as those of Central European countries or large urban areas in general). Parameter estimates from spatial ordered probit models suggest 16 In the 1990s, Slovakia was the country with the largest number of days required to start a business among the 18 countries listed in Table 3 in Estrin (2002) . However, the country cut the time to register a business in half a few years later and, according to the "World Bank Doing Business" survey, was ranked among top reformers in the business environment in 2005.
that demand spill-overs and/or the effects associated with a positive correlation in unobservable explanatory variables outweigh negative spill-over effects caused by competitive forces between neighboring cities and villages. While these spatial effects are found to decline over the transition period for automobile dealers and plumbers, we observe an increase in the estimated spill-over parameters for electricians and restaurants.
Unfortunately, identification and isolation of the individual (counterveiling) spatial effects (demand spill-overs, competitive effects as well as effects associated with spatially correlated residuals) is not possible in the empirical model used in the present paper but is deferred to future research. Similarly, future work should provide additional insights into the importance of sunk costs and entry barriers for entry thresholds and firm conduct by supplementing the present approach with an analysis of prices and costs (Einav and Levin (2010) ). Further, the impact of infrastructure quality and human capital could be considered explicitly in empirical Note: All markets with more than seven firms are pooled in one category. Standard errors are in parenthesis. ***,**, and * indicates that parameters are significantly different from zero at the 1%, 5%, and 10% level, respectively. Note: All markets with more than five firms are pooled in one category. Standard errors are in parenthesis. ***,**, and * indicates that parameters are significantly different from zero at the 1%, 5%, and 10% level, respectively. Note: As s 7 could not be estimated for plumbers in 1995, the ETRs are calculated based on s 6 . ***,**, and * indicates that the ETRs are significantly different from one at the 1%, 5%, and 10% level, respectively.
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Estimation procedure:
The following section, which relies heavily on LeSage (xxx), briefly outlines the estimation procedure used for the SAR ordered probit model. The threshold should also be positioned so as to ensure that if N firms have entered, they have a profitability of at least θ N .
6. Once the parameters have been updated, the loop is repeated. After sufficient burn-in rounds, the average effect is calculated by averaging over the draws from the MCMC sampler. 
